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Slowdown may extend beyond mid-2001; 
cell-phone production outsourced to Asia 
Gartner Dataquest reckons that 
412.7m cel1 phones were sold 
in 2000 (45.5% up on 1999). 
But, due to significant stock 
carry-over into 200 1, total ship 
ments in 2000 were about 6m 
lower than previous estimates. 
Last year was transitional as: 
l capacity matched demand; 
l lowered barriers to entry 
allowed an in-flux of smaller 
suppliers to key Far Eastern 
markets such as China; 
l WAP had little effect; 
l operators shifted attention 
away from subscriber acquisi- 
tion to lifetime customer loyalty. 
Few manufacturers are able to 
generate healthy protìts, says 
Dataquest, plating the necessary 
investments in next-generation 
handsets developments at risk. 
After lowering its growth fore- 
casts for Q1/2001 revenue (over 
Ql/2000) from 3035% to 2530% 
and for total unit sales in 2001 
from 550m to 500-550m (see 
Issue 1, p4), Nokia chairman and 
CE0 Jorma J Ollila says “Market 
growth is gradually settling into 
less exceptional levels” as global 
subscriber penetration reached 
12% in 2000 and next-generation 
handset roll-out takes longer 
than expected. Inventories may 
clear by mid-200 1, though this 
outlook is being tempered by 
the worsening US economy. 
Meanwhile, Nokia is cutting 
prices at the expense of profits, 
while squeezing Motorola and 
Ericsson’s market shares (see 
Table). Siemens expects to sell 
48m phones out of 500m in 
2001 (aiming to surpass 
Ericsson), but at the expense of 
profìts leve1 with last year. 
In Europe in Q3/2000, after 
Nokia, Siemens was 2nd on 17% 
and Alcatel 3ti on 12%, but 
Ericsson only 4th on 1 l%, and 
Motorola gfh on under 10%. In 
Germany (which doubled sub- 
scribers to 45m in 2000, over- 
taking Italy as Europe’s leading 
market) Ericsson took just a 1% 
share, says German consultancy 
GFK, while its unit sales in 
North America actually fel1 1%. 
As well as over-supply at the end 
of 2000, Ericsson was hit by: 
l inadequate product mix in 
the entry-leve1 market (when 
consumers were shifting to less 
expensive units), and 
l delivery failure from key sup- 
pliers (e.g. the fìre at Philips’ 
New Mexico fab last year). 
Consequently, in 2000 Ericsson’s 
Consumer Products division 
lost SEKl6.2bn (US$1.7bn). 
But rather than disposing of the 
tost savings of SEK15bn a year 
(from 2002) through a SEK8bn 
restructuring to outsource the 
whole supply chain (from new 
product introduction, through 
manufacturing to shipping) to 
Singapore-based Electronics 
Manufacturing Services provider 
Flextronics (starting in April). 
Ericsson wil1 instead focus on 
R&D (concentrated in Lund and 
Kista in Sweden, Raleigh, USA 
and Basingstoke, UK) plus design, 
marketing and sales (including 
branding, to “keep the ‘Ericsson’ 
brand alive in the marketplace”). 
“Many telecoms companies 
also want mobile pbones to be 
available if thq are going to 
invest in new netwont! systems”, 
says Kurt Hellström (Ericsson’s 
new CE0 since January). 
Flextronics wil1 take over all 
related Ericsson facilities in 
Brazil, Malaysia, UK and parts of 
the US plant in Lynchburg,VA, 
and move output from Sweden 
(Linköping and Pilangen) to 
lowercost Asian countries. 
Consumer Products division 
staffng wil1 be cm from 16,800 
(out Ericsson’s total of 105,000) 
to 7000 by end-2001, with 
Flextronics taking on 4,200. 
Flextronics will make about 80% 
handset business, further to its of Ericsson-branded phones. 
existing SEK4.7bn restructuring But, in addition to an existing 
program Ericsson is targeting partnership with Taiwan’s 
Company 2000 Share (%) 1999 Share (%) Growth (%) 
Nokia 126.369 30.6 76.335 26.9 65.5 
Motorola 60.094 14.6 47.818 16.9 25.7 
Ericsson 41.467 10.0 29.785 10.5 39.2 
Siemens 26.989 6.5 17.687 6.2 52.6 
Panasonic 21.511 5.2 15.581 5.5 38.1 
Samsung 20.639 5.0 12.982 4.6 59.0 
Others 115.662 28.0 83.393 29.4 38.7 
Total Market 412.731 100.0 283.581 100.0 45.5 
Arima to develop and manufac- 
ture entry-leve1 phones for GSM, 
Ericsson has also signed an 
agreement with Taiwan’s GVC. 
However, Hellstroem leaves open 
the possibility that the handset 
business could be sold if the 
back-teprofït program (launched 
mid-2000) doesn’t achieve prof- 
itability by second-half 2001. 
Due to “inventory corrections 
in technology markets” and the 
Warp economie slowdown in 
the US”, Motorola expects 
Q1/2001 sales down on 
January’s guidance of US$8.8bn 
(the same as Q1/2000) and its 
fìrst loss in 16 years. 
In February (just weeks after 
cutting 2,500 jobs and closing its 
last domestic cell-phone plant), 
Motorola’s Semiconductor 
Products Sector (Austin,TX, USA) 
is cutting up to 4,000 more jobs 
during 2001 (12% of chip-mak- 
ing staff and 3% of total staff). 
This is a continuation of cost- 
reduction measures begun in 
Q4/2000 (in which orders fel1 
19% on Q4/99). However, no 
chipmaking plants wil1 close. 
Motorola expects the downtum 
to continue at least tbrough 
first-half 2001. It has now cut 
estimates for cell-phone sales in 
2001 once again from 525-575m 
(sec Issue 1, p4) to under 500m. 
Unlike Ericsson, Nokia has no 
plans to contract out much 
more than the 10% of its hand- 
sets (which provide 70% of 
sales and over 80% of pro&) 
since “Manufacturing is a core 
business for US and a key com- 
petitive advantage”, it says. 
Nevertheless, Nokia is to shift 
manufacturing from one of its 
two factories in Fort Worth,TX, 
USA (cutting staff from 5,500 
by about 800 over the next fìve 
months) to its facilities in Korea 
and Mexico. 
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